Capitalism:Is 


In an age of economic anxiety, real and rising concerns about whether free 


he relentless daily pounding of dis- 

mal news drives deeper the pub- 

lic’s conviction that the economy 

is in a profound and morose cri- 
sis. Feverish inflation, previously a rare 
malady limited primarily to wartime, has 
become chronic. Price spurts once asso- 
ciated with profligate banana republics 
are now common to North America and 
Western Europe and threaten the foun- 
dations of democratic societies. With 
every sign showing that prices in the U.S. 
will continue soaring even as the nation 
begins slumping into recession, President 
Carter, his re-election jeopardized by the 
economy more than by anything else, is 
stuck in an economic morass. 

The litany of US. economic woes at 
times seems endless. Week after week, in- 
terest rates crack new records; home own- 
ers face 17% mortgages, and companies 
confront 20% business loans, Energy, the 
oxygen of industrial life, has become so 
costly and politically controlled that the 
| US. can no longer be certain of enough 
fuel to keep its factories running and 
homes heated, The output of goods per 
hour worked has stagnated. From 1948 
to 1973, the productivity of American em- 
ployees increased 2.9% annually, thus 
permitting steadily higher real wages and 
higher standards of living. Last year pro- 
ductivity dropped .9%. The real median 
income of American families jumped 64% 
from 1950 to 1970, but has crawled up by 
less than 1% a year in the past decade, 
Weekly real take-home pay has been de- 
clining for two years. That gauge of Amer- 
ican economic health, the stock market, 
has been sharply depressed. 

Amid all this, the Carter Administra- 
tion has appeared paralyzed and unable 
to cope with problems that it does not 
fully understand. Quips Alfred Kahn, the 
hapless presidential anti-inflation adviser: 
“Anybody who isn’t schizophrenic these 
days just isn’t thinking clearly.” 

While these travails are felt most 
acutely in the U.S., the situation is com- 
mon to nearly all Western nations. Since 
the mid-1970s, industrial economies have 
grown about as well as wheat in a drought, 
while inflation has expanded dangerously 
Even countries that have adapted best to 
recent economic problems, notably West 
Germany and Japan, suffer inflation or 
slow growth. The world money system 
that functioned like a Swiss watch for a 
quarter-century has been sending off 
alarms. Gold, the barbarous relic that 
Shakespeare called the “common whore 
of mankind,” has become the refuge for 
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a world fearful of returning to an eco- 
nomic jungle. 

As industrialized and developing na- 
tions meet the challenges of the new eco- 
nomic era, they must choose between two 
essentially different economic systems: 
the market economy and the command 
economy. Neither exists in pure form. 
They overlap, and there are myriad vari- 
ations within each model. But the differ- 
ence between them is basic. In market 
economies the principal business dec 
sions are taken by individuals, who free- 
ly exchange their goods or services. In 
the command economy, the state makes 
the fundamental business decisions. 

Capitalism, the system that relies on 
the maximum use of free markets and the 
minimum of government controls, is 1o- 
day being challenged as at no time since 
the Great Depression. On all sides the 
haunting questions arise: Is capitalism 
working well enough? Can the system suf- 
fer and survive these problems? Can it 
be repaired or is it fatally flawed? 

One might be tempted to say: What 

else is new? The free enterprise system 
| has been constantly questioned and con- 
demned ever since that absent-minded 
Scots professor Adam Smith, another rev- 
| olutionary of 1776, enunciated its basic 
philosophy. But today's doubis are deep- 
er and the assaults more virulent, They 
come not only from capitalism's old crit- 
ies but from its longtime champions. Left- 
ist Economist Robert Lekachman of the 
City University of New York declares 
“The central economic fact of our day is 
the declining vitality and élan of capital- 
ism and capitalists.” And Chrysler Chair- 
man Lee Iacocca also says: “Free enter- 
prise has gone to hell 

Critics and champions alike once rec- 
ognized capitalism's remarkable vitality 
and adaptability, but those qualities seem 
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to be declining. Says Stanford Economist 
Tibor Scitovsky: “The joints of that once 
wonderfully flexible structure are becom- 
ing more and more calcified and rigid. 

Also in doubt is one of the basic ten- 
ets of American capitalism: faith in the fu- 
ture, Though capitalism has always been 
regarded as raw and risky, people accept- 
ed the system because it held out the 
promise that hard work and talent would 
lead to high rewards, Not everybody was 
created economically equal but, with the 
indefensible exception of some minorities, 
everybody had a full, free opportunity to 
prosper, Ever distant frontiers and ever 
brighter tomorrows created a nation of 
optimists, who believed that a rising 
tide lifts all boats. This was the U.S. 
social contract. 


ut a long spell of little economic 
progress, or actual retrogression, 
may cause people to conclude that 
the system's potential rewards are 
not worth its real risks, Rancorous con- 
frontations among government, business, 
labor and a thousand contentious factions 
could erupt. Warns Arizona Congressman 
Morris Udall: “When you get a constant 
pie, and when any group like the steel- 
workers or the longshoremen gets more, 
then somebody has gol to get less. We 
have got to adjust to slower growth, and 
the story of the 1980s will be how we 
adjust.” 
If market economies are doing so 
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enterprise can surmount the problems of inflation, energy and productivity 


poorly, are the centrally directed com- 
mand economies doing any better? No 
Capitalism’s primary rival, Communism, 
is aMicted by most of the same ailments, 
and more. Communist countries are en- 
countering far more difficulty than the 
West in adapting to the age of economic 
anxiety. After substantial gains from low 
bases during the 1950s and early 1960s, 
progress in Communist economies has 
sharply slowed in recent years, Technol 
ogy, innovation and productivity have 
fallen further behind most Western coun- 
tries. Economic growth in the Soviet 
Union jast year was about 2%, the lowest 
since the 1930s. 

Inflation, Communist style, is real, 
though artificially repressed, In the 
USS.R. and elsewhere, state subsidies 
hold down the prices of some necessities, 
and the government pays the bill by keep- 
ing wages lean. Bureaucratic ministries 
are slow tomake minor price adjustments. 
Thus, when prices do increase, they ex- 
plode. Last year Czechoslovak children’s 
clothing jumped 200% and Hungarian 
bread went up $0%. At the same time, 
consumers regularly face shortages. In 
Communist countries, the _block-long 
queue at meat markets or clothing stores 
femains a common sight 

East European economies are also 
squeezed by the energy crunch. The So- 
viet Union is the world’s largest oil pro- 
ducer, its 11.8 million bbl. per day sur- 
passing even Saudi Arabia's 9.5 million 
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bbl. But output is expected to peak this 
year, and the Soviet bloc may become a 
net oil importer by 1982. Gasoline prices 
in Eastern European countries vary wide- 
ly, but in most cases gas costs more than 
$3 per gal. 

Yet Communism’s troubles are small 
comfort for the U.S. and other free econ- 
‘omies, which desperately need to find 
their own solutions to inflation. This is 
the most pressing economic problem of 
the age. 


| The Decline of Risk Taking 


| Inflation is already beginning to par- 


alyze Western financial markets. Says 
Herbert Wolf, chief economist of West 
Germany's Commerzbank: “The survival 
of a market economy depends above all 
on price stability.” Without that stabil- 
ity, people lose the incentive to save and 
accumulate the capital that feeds the sys- 
tem. Their savings debauched, citizens 
desperately seek alternatives, some of 
them extreme. Soaring prices have almost 
| always been the prelude to social chaos 
and eventually political upheaval. There 
is no such thing as a “stable” rate of con- 
sumer price increase. The 5% inflation 
of four years ago became last year's 13.3% 
| and this year’s 18.2%. That rate will be 
even higher in the future unless effective 
action is taken to slow or stop the spiral 
Much of the public is turning for re- 
lief toward government—which is itself 
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| in large measure the problem, not the so- 
lution. During the past half-century, gov- 
ernments, in response to public demand, 
have steadily gained more control over 
the production, jobs and wealth of soci- 
ety. This enlarged state role was under- 
taken in an attempt to create a recession- 
proof economy. Deeply scarred by the 
1930s Depression, politicians, labor lead- 
ers and intellectuals adopted the sigan 
of 19th century French Utopian Socialist 
Etienne Cabet: “Nothing is impossible for 
a government that wants the good of its 
citizens.” 

In the U.S. federal, state and local 
agencies in 1929 spent an amount equal 
to only 10% of the nation’s total output 
last year they spent 32%. Fifty years ago 
government income-support payments to 
individuals were 3% of the total amount 
of wages and salaries; last year they had 
swollen to about 20% 

But today there are more and more 
questions about the government's ability 
to accomplish its benevolent goals and 
growing weariness of meddling by gov- 
ernment regulators. Proclaims a Texas 
bumper sticker: “If you like the post of- 
fice, you'll love a nationalized oil com 
pany.” A historic revolt against govern- 
ment is under way. One symptom: in the 
US,, voters in almost a quarter of the 50 
states have put limits on taxes. The re- 
volt is largely justified. 

Successive U.S. Administrations since 
mid-1960s have mismanaged the 
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economy by wildly spending more than 
they collected in taxes and then reckless- 
ly printing money to pay for the prodigal 
policies. In 18 of the past 19 years the fed- 
eral budget has been in deficit, creating a 
sea of red ink totaling $372 billion. Until 
recently, the Federal Reserve Board has 
cooperated with the spend-and-spend pol- 
icy by pushing up the growth of money. 
This rapid increase in expenditures and 
credit beyond any real growth in the pro- 
duction of goods and services remains the 


basic cause of inflation. 
: there will never be a danger of se- 
rious business slumps or steep un- 
employment, has built an inflationary bias 
into society. Managers and workers have 
become confident that the state will in- 
tervene to stop any sharp business decline. 
Thus, instead of restraining wage or price 
demands when the economy slows, com- 
panies and unions continually push for 
more. Adam Smith maintained that cach 
individual seeking his own profit would 
promote society's good, as if guided by 
an “invisible hand.” But the late econ- 
‘mist Arthur Okun argued that the com- 
| fortable relationship between Big Busi- 


he Government's attempts to cre- 
ate a risk-free economy, in which 


ness and Big Labor has led to 
an “invisible handshake” that 
lifts both wages and prices. 

Typical was last year's pay 
settlement between Chrysler 
and its employees. At the same 
time that the company was ask- 
ing for a fat federal loan guar- 
antee, it agreed to raise the wages of some 
of the nation’s best-paid workers from 
$60.24 a day to $76.96 over three years. 
Because both sides at the bargaining ta- 
ble assumed financial help would be com- 
ing from Washington, there was less pres- 
sure to make a significant sacrifice. It was 
left to Congress, as a condition for a fed- 
eral loan guarantee, to force the union 10 
accept a $463 million reduction in the 
wage package 

The search for a fail-safe society is 
also pursued by businessmen. Though 
they still extol free enterprise's virtues in 
after-dinner speeches, American capital- 
ists can often be the system’s most dan- 
gerous opponents. Rather than embracing 
the marketplace and competition, many 
businessmen look longingly to those so- 
cieties, notably Japan, in which the gov- 
ernment intervenes to sponsor, subsidize 
or otherwise ease the way for business. 
These U.S. “free enterprisers” demand 
that their Government protect sales from 
foreign or domestic rivals, oppose steps 
to remove regulation whenever it shelters 
their own business, and lobby hard for fed- 
eral or local grants. 

As economic pressures have been 
building in recent months, more and more 
producers of goods as varied as cars and 


cheese, steel and shoes have turned to | 
Government to demand relief from im- 
| ports. Protectionism, of course. pushes up 
prices, Despite last year’s major agree- | 
ment on reducing world tariffs and other 
trade barriers, backsliding toward protec- 
tionism is growing. Nearly half of all 
world commerce is now restricted by tar- 
iffs or quotas, as compared with 40% in 
1974. Recalling his days as Treasury Sec- 
retary, William Simon says: “I watched 
with incredulity as businessmen ran to the 
Government in every crisis, whining for 
handouts or protection from the very com- 
petition that has made this system so pro- 
ductive.” At the same time, workers want 
assured salary increases and consumers 
products that never break and never can 
be dangerously misused. Says General 
Motors Chairman Thomas A. Murphy: 
“There is that peril in our society, the un- 
willingness to take a reasonable risk.” 


Inflation and Government 


The state's new role as a regulator in 
the capitalist economy has been growing 
steadily for decades, but it exploded dur- 
ing the past dozen years. When public 
budgets became tighter in the carly 
1970s, officials saw Government regula- 
tions as the means of achieving their so- 
cial goals. Rather than spending billions 
of tax dollars to clean up the air and wa- 
ter, authorities passed laws obliging com- 
panies to spend large sums to do the job. 
Such federal regulations, which came to 
20,000 pages in 1970, swelled to 77,498 
| pages last year, 
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These regulations, originally well-in- 
tentioned, often turn into generalized hos- 
tility toward businessmen. Often, too, they 
are grossly inflationary. Stanford Econ- 
omist Michael Boskin notes that when the 
Government orders. say, General Motors 
to put $400 in pollution equipment on a 
car, that amounts to a $400 tax on the con- 
sumer, who eventually pays the sum in 
the purchase price for the automobile. 

While quite willing to benefit from 
Government support, businessmen never- 
theless complain with much justice that 
| the leaden hand of Government under- 

mines the freedom and incentives that 

make capitalism so productive. Managers 
| sce themselves as Prometheus bound, un- 
able to launch a new product or finance 
research into a tempting field without 
completing a fat book of federal forms 
and paying exorbitant, sometimes need- 
less expenses. Complains Pennzoil Chair- 
man J, Hugh Liedtke: “We sit here in 
management meetings deciding on proj- 
ects that may cost hundreds of millions 
of dollars. But we do not know what the 
Government regulations will be for pric 
ing, importing, entitlements, allocations.” 


rivate companies can best—and at 
least cost—accomplish the goals 
of public regulation if the state 
does not tell them precisely how 
to control bad side effects but sets sian- 
dards and allows the companies freedom 
to devise means of compliance on their 
own, The Environmental Protection 
Agency's “bubble plan” for air pollution 
control is an example of this flexible ap- 
proach. Rather than strictly controlling 
the pollutants from each and every 
smokestack in a factory, the agency sets 
overall standards for the effluents from 
the entire plant or groups of plants. The 
air-quality goal is the same, but the means 
of reaching it are more liberal and less 
costly. Managers determine how to 
achieve the goal. 
| Some would-be reformers push a sort 
of bubble plan for the whole economy. De- 
spite the state's poor record of ensuring 
prosperity and stable prices, many left- 
leaning economists and even some busi- 
nessmen regard further Government eco- 
nomic planning as the next inevitable 
step. The Government would fix the 
broad goals for economic growth and tar- 
gets for investment and production in spe- 
cific industries, although the details would 
be left to private firms. Only in this way, 
they argue, could inflation be brought 
under control and a path of steady 
growth set. 

But in Western Europe, where plan- 
ning within capitalism originated, such 
government direction has fallen into dis- 
favor. France's Le Plan has operated since 
1946, but the program is now virtually ig- 
nored; the Eighth Plan, covering 1981- 
85, will not even contain specific growth 
targets. In the past, programs directed by 
the French government produced too 
many white elephants, like the supersonic 


“For the first time, huge 
numbers of people 
throughout the Western 
world have built some 
affluence and created some 
assets for themselves. Now 
they see inflation eroding 
those assets. Above all, they 
want to conserve those assets, 
and so they are moving 

to support more 
conservative, more capitalist 
governments.” 


Alan Greenspan, former 
economic adviser to President Ford 


“The very large differences in 
income and wealth will 
become increasingly 
abrasive. When the country 
was growing rapidly, it eased 
the pressure. But ina period 
of more limited expectations, 
which is here already, there 
is greater social friction 
related directly or indirectly 
to income and wealth 
inequalities.” 

Martin L. Weitzman 
M.LT. economist 


Concorde and the steelmaking complex 
near Marseille, that look brilliant to a bu- 
reaucrat but flop in the marketplace, Ad- 
mits Frangois de Combret, the top French 
presidential economic adviser: “A bureau- 
crat like myself, with his butt in a chair 
all day long, does not know enough to 
make all economic decisions. Those who 
know what to do are the ones who have 
skills, the ones willing to take the risks.” 
In a form of Gresham's Law, bad 
planning by government drives out good 
planning by private people, No detailed 
plan emanating from a computer bank 
in some bureaucracy could ever store the 
information necessary to tell the would- 
be entrepreneur to open a new corner 


carry-out_ or Revlon to launch a new 
Chatlie. No plan could foresee the eco- 
nomic effects of the overnight success of 
some new Xerox or IBM, Modern indus- 
trialized economics are far too complex 
to permit a rigid master plan. The state 
can provide its fallible view of future eco- 
nomic developments, but the best plan- 
ning is still provided by private business- 
men and -women making decisions on the 
basis of the information they receive from 
consumers in the marketplace. 

At the same time, the right overall 
Government policies and strategies are 
necessary. Nobody is demanding that the 
state revert to the minor role that Adam 
Smith envisaged for it, which would not 
even include operating a nation’s canals. 
All capitalist countries have mixed econ- 
omies that combine some free-market fea- 
tures and some government controls, de- 
pending on practical needs, tradition and 
political trends. But there are sharp new 
questions about the mix. Says Jan Tum- 
lir, chief economist of the world trade or- 
ganization GATT (General Agreement on 
Tariffs and Trade): “The 1980s must be 
a period of rethinking the functions of 
government. We should figure out what 
governments should do and can do well 
and what governments should not even 
try to do.” 

Ralf Dahrendorf, director of the Lon- 
don School of Economics, argues that the 
welfare state produces what German So- 
ciologist Max Weber called “the iron cage 
of bureaucratic bondage.” He admits that 
centralization and government activity in 
the modern economy are inevitable but 
Stresses that in the future the burden of 
proof for turning over functions to the gov- 
ernment must rest “on the centralizers 
and not the other way around.” 

T John Maynard Keynes’ disciples, 
who stressed a strong stimulative 
role for the government in the economy, 
is now swinging away from state solutions. 
The new Rational Expectations school, 
led by the University of Chicago’s Rob- 
ert Lucas and the University of Minne- 
sota’s Thomas Sargent, emphasizes that 
government policy initiatives often do 
more harm than good, creating more in- 
flation than economic growth. The hot- 
test topic among Washington economists 
is the “supply side” theory, It maintains 
that Keynesian policies placed too much 
emphasis on stimulating consumer and 
business demand and paid too little at- 
tention to stimulating the production, or 
supply, of goods and services. Supply sid- 
ers, such as Senator Lloyd Bentsen and 
Michael Evans, the president of a Wash- 
ington-based economic advisory service, 
propose tax cuts for business to spur in- 
vestment rather than just tax relief for 
consumers to heighten spending. 

The brightest younger economists on 
campuses, including Harvard's Martin 
Feldstein, Southern California's Arthur 


he economics profession, which | 
for four decades was dominated by 
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Laffer and Stanford's Michael Boskin, 
generally emphasize the strengths of the 
free market and the failure of government 
intervention. The theme that unites them 
is skepticism about the effectiveness of 
state action in the economy. 

President Carter's chief economic ad- 
viser, Charles Schultze, also argues that 
the government should make greater use 
of the free-market mechanism rather than 
government Diktar in formulating state 
programs. Wrote he: “The historically 
demonstrated power of market-like in- 
centives to influence the pace and direc- 
tion of technological change warrants 
every effort to install such incentives in 
our social programs.” 

Like a sailboat tossing about in a wild 
sea, the government's activities in the 
economy under capitalism have bounced 
from one extreme position to another. For 
more than a century the state had very lit- 
tle or no role in the overall running of 
the nation’s business affairs. When the 
government did intervene, it was usually 
on the side of corporations, with such aid 
as the 19th century land grants to help 
the railroads build their steel path across 
the country. During the past generation, 
however, the state has become the often 
overpowering major-domo of the econo- 
my. And now its actions frequently carry 
an undertone of antibusiness hostility. 
While not returning to the earlier hands- 
off posture, government leaders must rec- 
ognize the limitations of economic cen- 
tral direction and restore some lost 
freedom to the free enterprise system, 


Problem of Expectations 


Inflation, of course, is the result not 
only of government actions but also of the 
changing cultural atmosphere in Western 
nations, Societies that once held up tem- 
perance, frugality and industry as ideals 
now increasingly cherish consumption, 
leisure and even hedonism. The culture 
that formerly stressed tomorrow now em- 
phasizes today. This instantly gratifying 
good life is easily available through ii 
stallment buying or “plastic money.” 
which the Carter Administration last 
month attempted to restrict. 

‘When capitalism took root in the 18th 
century, religion exercised a strong influ- 
ence within a rigid social structure. The 
principles of the new economic system co- 
incided in large measure with those of re- 
ligious faith. Free enterprise demanded 
sacrifice and delayed satisfaction in order 
to build savings as a source of investment 
funds. Limited consumption and hard 
work were required to create more capital 
and more consumption for the future, Self- 
denial and individual diligence in this life 
were signs of someone's virtue and even of 
salvation in the next life. Max Weber la- 
beled this “the Protestant ethic.” 

‘The decline of religion’s dominant in- 
fluence starting early in this century 
‘opened a conflict between contemporary 
social values and economic virtues. Cap- 


italism still needs savings, hard work and | 
postponed rewards, but consumers want 
immediate satisfaction. This conflict is 
visible within the business corporation it- 
self. Writes Sociologist Daniel Bell in The 
Cultural Contradictions of Capitalism: "In 
the world of capitalist enterprise, the 
nominal ethos is still one of work, delayed 
gratification, career orientation, devotion 
to the enterprise. Yet, on the marketing 
side. the sale of goods, packaged in the 
glossy images of glamour and sex, pro- 
motes a hedonistic way of life whose 
promise is the voluptuous gratification of 
the lineaments of desire. The consequence 
of this contradiction is that a corporation 


“Look at OPEC, They will 
still put most of their money 
in the U.S. There is nothing 
European investors want 
more now than to invest in 
the U.S, The reason is your 
capitalist system. Your crisis 
is caused not by the system 
but by the workings of the 
system. When an engine 
breaks down, you don’t call 
the principle of internal 
combustion into question. 
‘You fix or replace the 
engine.” 

Frangois de Combret, economic 
adviser to the President of France 


finds its people being straight by day and 
swingers by night.” 

Consumer expectations exploded dur- 
ing the quarter-century of seemingly end- 
less prosperity following World War IT. 
Capitalism created the affluent society, 
but the more prosperity the public en- 
joyed, the more it wanted, If hard work, 
talent and savings no longer provided the 
affluence, the public demanded it from 
the government. The family that once was 
“satisfied” with only two cars looked 
around the open-window culture provided 
by instant communications and saw many 
other people with two cars and a boat. 
Then the family not only expected but 
began demanding its “right” to everything 
—and felt somehow cheated when gal- 
loping prices frustrated its desires. 

The poor, handicapped and racial mi- 


norities can feel particularly isolated with- 
in affluent capitalist societies. Poverty and 
urban decay like New York's South Bronx. 
are an outrage to any nation or economic 
system. The US., of course, has tried to 
solve such problems. Social spending is 
now by far the largest item in the na- 
tional budget, amounting to $423.8 bil- 
lion this year as compared with $145.1 
billion for defense, But some well-inten- 
tioned Government spending, such as the 
$8.6 billion annual outlays for the heav- 
ily criticized Comprehensive Employ- 
ment and Training Act (CETA), has cre- 
ated new bureaucracies rather than 
solving urban problems. Social expendi- 
tures have grown so rapidly that they have 
become a heavy load on a national econ- 
omy that is growing only slowly. 


capitalism that no system can deliver. 

They confuse hope with promise. 

When everyone begins demanding 
more, the inevitable result is a madder 
scramble for a nation’s limited output and 
a bidding up of prices. Says Albert T. Som- 
mers, chief economist of the Conference 
Board, a leading business research group: 
“The failure of our political system to con- 
tain the growth of social demands within 
limits tolerable to the free market is the es- 
sential first cause of inflation. 

The problems of socially stimulated 
inflation have been compounded by the 
now deeply ingrained inflation psychol- 
ogy. The attitude of “Buy it now because 
it will cost more tomorrow” has long been 
common in such Latin American coun- 
tries as Argentina and Chile, where an- 
nual price rises of 100% or more have 
been known, But the American reaction 
as recently as 1973, when inflation hit 
129, was to save in the face of higher 
costs. Price rises created insecurity, and 
people fearful of losing their jobs began 
putting more in the banks. During the past 
year, however. Americans have caught 
the Latin virus. They no longer believe a 
Government that has been telling them 
for years that inflation is about to drop. 
‘So the American consumer is radically de- 
creasing his savings and increasing his 
Personal consumption. Americans are 
saving only 3.4% of their income, vs. 7.7% 
in 1975, By contrast, the West Germans 
last year put aside 13.5% of their earn- 
ings, and the Japanese 22% 

Finding solutions for these social and 
psychological causes of inflation will be 
excruciatingly difficult. Attitudes toward 
work and thrift have evolved over dec- 
ades and can be changed only slowly. The 
most important change would be to rec- 
ognize that immediate consumption must 
be limited, and that the public needs to 
save and invest for tomorrow. Says Po- 
litical Philosopher Dahrendorf: “Some 
stabilization of expectations is inevitable 
and even desirable. The society of more 
and more of the same things cannot and 
probably should not continue forever.” 

Beyond reining in consumer expec- 


I n short, people today ask things from 
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growth. Writes British Historian Paul Johnson: 


Revolution of Self-Love 


apitalism, says Social Philosopher Irving Kristol, “is 
Cc based on private property, where normal economic ac- 
tivity consists of commercial transactions between consent- 
ing adults.” The idea seems elementary enough: people have 
the right to acquire and trade property in a free market, to 
start and build enterprises without fear of government in- 
tervention or confiscation, to expand or languish according 
to their own abilities. But when early Enlightenment think- 
ers began to propagate that simple philosophy in the 18th 
century, it represented a scandalous revolution in a world 
in which the individual was merely a subject of caste, church 
and siate. 

Europe for centuries had been under the sway of author- 
ity and tradition. Everyone had a place, and there was no 
place for an entrepreneur. The early Church Father St. Je- 
rome had said it all: “A man who is a merchant can seldom if 
ever please God.” Prices were to be set at a “just” level sothat 
everyone covered costs and earned enough to support him- 
self, Anything more was avarice. A person’s position was es- 
tablished by his family’s guild, brotherhood or order. Chang- 
ing social position was unthinkable. 

During the 800 years between the 
Sth and 13th centuries, there was al- 
most no expansion of wealth or income. 
By the middle of the 18th century Eng- 
land and The Netherlands, the most ad- 
vanced countries, enjoyed perhaps a 1% 
annual growth at most. The state's eco- 
nomic theory by then was mercantil- 
ism: the government should closely con- 
trol business, especially foreign trade, 
in order to build up a stock of gold and 
silver, the only real sources of wealth. 

The European Enlightenment in- 
troduced a new view of society. Vol- 
taire, Locke and other philosophers 
stressed that the individual should be 
the focal point. A person's status or 
wealth was not immutably fixed for life 


but could be improved—or squandered An 1876 view of Germany's economic! 


—by his actions. 

In 1776 Adam Smith, an eccentric Glasgow professor, 
put together a philosophy of “political economy” for the En- 
lightenment in some 1,000 dense pages titled An Inquiry 
into the Nature and Causes of the Wealth of Nations. In a fur- 
ther glorification of the individual, Smith argued that if the 
state would only leave businessmen unfettered, they would 
automatically produce not only the maximum profits for 
themselves but also the most goods for the nation and wealth 
for its people. 

In contrast to his adulation of the individual, Smith had 
contempt for high government officials, whom he castigat- 
ed as being “always, and without any exception, the great- 
est spendithrifts in the societ 

‘Smith's economic notions were based on what he called 
man's “self-love.” As he wrote, “It is not from the benev- 
olence of the butcher, the brewer or the baker that we ex- 
long our dinner, but from their regard to their own inter- 

” When countless people in a society sought to satisfy 
their self-love by earning profits, they unintentionally served 
the public interest. As if led by an “invisible hand,” the 
butcher, brewer or baker produced as much as was prof- 
itable, which through competition resulted in the lowest 
prices for consumers. In such a society everyone won, and 
no one lost. 

‘Once adopted as government policy in advanced Euro- 
pean countries during the late 18th century and early 19th 
century, Smith’s theories unleashed a surge of economic 
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fter near- 
ly five recorded millennia of floundering about in poverty. 
humanity suddenly in the 1780s began to hit on the right as 
mula: industrial capitalism.” Production and consumy 

Britain soared a staggering 1,600% during the 19th pane 

In the century of Pax Britannica, between 1815 and 
1914, capitalism facilitated the economic takeoff of the West- 
ern world. Free enterprise made possible the full achieve- 
ment of the Industrial Revolution that had been spurred on 
by the invention of the steam engine. The face of Europe was 
transformed. Textile mills grew up in Belgium and France. 
Businessmen flung railroads and canals across the American 
continent. Germany built the mighty Ruhr steel complex. 

These developments, however, also involved wrenching 
social changes, as people whose families had lived on the land 
for centuries moved to often crowded, filthy urban industrial 
centers. Yet this early capitalism represented for millions an 
escape from a still more oppressive rural poverty. Even Karl 
Marx and Friedrich Engels wrote in the Communist Man- 
éfesto that capitalism “during its rule of scarcely 100 years, 
‘has created more massive and more colossal productive forc- 
es than have all preceding generations together. 

Capitalism has exhibited a phenomenal ability to pro- 
vide what consumers demand. It has consistently outper- 

pu socialism. Writes Catholic 
‘Theologian Michael Novak: “No other 
system has so quickly and universally 
raised the levels of health, longevity and 
| income of the entire world.” 

Early in the 20th century, Japan 
and Russia stood at approximately the 
same stage of economic development, 
Japan went the capitalist route and 
quired Asia's highest living standard. 
Russia went the Communist path and 
has never produced consumer goods of 
quality or sufficient agricultural output. 

The Great Depression beginning in 
1929 was capitalism's harshest test. 
One-fourth of the U.S. labor force was 
unemployed, national output fell by 
half, and some 11,000 banks closed 
their doors. Capitalism was in large part 
saved by the innovative theories of B1 
ish Economist John Maynard Keynes, who advocated tem- 
porary enormous government spending to get national econ- 
omies growing again, Vast wartime expenditures in the early 
1940s finally accomplished that. 

During the quarter-century after World War II capi- 
talism enjoyed its halcyon days. From 1951 to 1973 growth 
in the advanced industrial nations expanded by an average 
4.8% annually, while inflation generally was low. U.S. pres- 
idential advisers by the late 1960s confidently claimed that 
they had captured the golden fleece of continued, nonin- 
flationary, high economic growth. The 53 recessions and de- 
pressions that had afflicted U.S. capitalism's previous 165 
years were a part of history, they figured, much like the 
Black Death. This optimism came crashing down during 
the 1970s, a victim of excessive demand by Government 
and consumers and a sixteenfold increase in OPEC oil prices, 

Yet, having survived wars, slumps and excessive booms, 
capitalism stands to surmount the current crises. Writes Left- 
of-Center Economist Robert Heilbroner. one of capitalism’s 
most fervent critics and an advocate of central economic 
planning: “History has shown capitalism to be an extraor- 
dinarily resilient, persisting and tenacious system, perhaps 
because its driving force is dispersed among so much of its 
population rather than concentrated solely in a governing 
elite.” After predicting its imminent collapse for well over a 
century, even capitalism's critics recognize the staying 
power of its ideas. 
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tations, several basic, if familiar, steps are 
necessary. The first is to reduce the pre- 
viously excessive growth of money and 
credit in order to restrain demand and re- 
store stability. Federal Reserve Chairman 
Paul Volcker has started a series of nec- 
essary credit-tightening measures to re- 
‘strict demand. The second step is to limit 
severely government spending at the fed- 
eral, state and local levels. The third step 
is to increase the supply of goods by giv- 
ing tax incentives for saving and invest- 
ment and to relax the regulations that 
force business to channel scarce capital 
into projects that may or may not be good 
for society but that create no new wealth. 

‘Wage and price controls are an 
tractive temptation, supported, according 
to the latest public opinion polls, by a 
strong majority of the American public. 
But they remain fool’s gold. Studies show 
that once mandatory price restraints are 
removed prices soar as high as or per- 
haps even higher than they would with- 
out any legal restrictions. Virtually all 
free-market economists, whether liberals 
‘or conservatives, reject mandatory con- 
trols as ultimately detrimental in fighting 
the causes of inflation. 


The Energy Dilemma 


In its bid to find a political scapegoat 
for roaring inflation, the Carter Admin- 
istration has tried to place the blame al- 
most entirely on OPEC for raising energy 
prices. While the foreign oil cartel is a 
major force behind inflation, it is far from 
the only one. Energy costs amount to 
about one-third of this year's projected 
15,5% inflation rate. But indisputably, the 
new energy era poses a serious challenge 
to free-market economies. Modern indus- 
trial nations have been built on relatively 
cheap, easily available fuel. There isa real 
question of how, and whether, capitalism 
can continue to grow in an era of expen- 
sive, easily interrupted energy supplies. 

The adjustment to energy scarcity has 
been made harsher because markets have 
not been allowed to operate properly. 
Only for a brief time during the 1930s 
‘were petroleum prices set entirely by sup- 
ply and demand. The cost of oil: an as- 
tonishingly low 10¢ per bbl. Prodded by 
the major oil producers, the Texas Rail- 
road Commission began controlling out- 
put, thus pumping up the price. 

Later the multinational oil companies 
were powerful enough to manipulate 
prices up or down to guarantee the op- 
timum production and maximum profit. 
The real price of oil declined by 50% be- 
tween 1950 and 1970 because of abun- 
dant U'S. supplies and rich Middle East 
discoveries. Under the circumstances, it 
was perfectly reasonable for the US. to 
consume energy as lavishly as it did. But 
when oil demand scraped up against the 
limits of easy supply in the early 1970s 
and the OPEC producers began raising 
| prices to levels previously unimagined, 
the importing nations were as helpless 


mistake, it is a big one, like 
the Post Office or Viet Nam.” 
Ben Heineman, president 
Northwest Industries 


as an addict hooked on cheap heroin. 

The best hope for ultimately restrain- 
ing energy prices, increasing supplies and 
loosening the control of the cartel is to 
allow the market to function at last. Ini- 
tially, there would be a severe penalty. If 
the U.S. removes all controls on oil, gas- 
oline and natural gas, their prices will rise 
to world levels. This will reduce consump- 
tion and save oil for the most important 


“Capitalism works best in 
nations that are strong and 
rich and not so well in 
the weak and poor. But 
capitalists have learned over 
the years that they had to 
do something for the less 
favored. There is a danger, 
however, that one can get 
confused about equality. Is it 
equality of opportunity or of 
result? It is better to make 
it equality of opportunity.” 
Kiichi Miyazawa, former 
Japanese Foreign Minister 


uses, such as vital transportation or pet- 
fochemical production, This is the un- 
avoidable step needed to establish correct 
energy prices and the basis for sound eco- 
nomic growth 

No country, of course, can afford to re- 
nounce new energy technology. Unless 
and until the scientific breakthroughs 
make solar power or other sources fea- 
sible, nuclear energy will remain neces- 
sary both to provide enough power and 
to control fuel costs. France has shown 
the way to safe and extensive use of nu- 
clear energy. By the mid-1980s the coun- 
try will be getting 55% of its electricity 
from the atom, as compared to 19% with 
the U.S, 


Challenges for Business 


As free-market economies grapple 
with inflation, unemployment, slow pro- 
ductivity and low innovation, no private 
institution will come under more careful 
scrutiny or acute pressure than the cor- 
poration. The public's concerns about the 
role and rationale of the corporation are 
real, and businessmen who ignore them 
risk the demise of free enterprise. 

Early capitalism did not foresee the 
rise and growth of the huge, bureaucratic 
corporation. Adam Smith opposed what 
he called the joint-stock company, argu- 
ing that hired managers would not work 
zealously for firms they did not own. More 
than a quarter-century ago, Harvard 
Economist Joseph Schumpeter glumly 
concluded that the very success of cap- 
italism would undermine it, as impersonal 
corporations grew up and swallowed the 
entrepreneurial spirit. | 

While brilliant innovators such as 
William Norris (Control Data) and Fred- 
erick Smith (Federal Express) can still 
build large new businesses from scratch, 
corporate control has passed increasingly 
from entrepreneurial proprietors to hired 
managers. Leading companies are no 
longer owned by the founders’ families. 
The Rockefellers control less than 5% of 
Exxon, the parent of the empire John D. 
Rockefeller built; ownership has spread 
to 687,000 individuals, mutual funds and | 
pension plans. Such broad ownership 
gives still more control to managers. 

Unlike gutsy founding fathers, corpo- 
rale managers—responsible to boards of 
directors and subject to intense public and 
political scrutiny—are often less willing 
torisk, todare, to take the calculated gam- 
ble on an innovative product or imagi- 
native idea, Yet it was precisely far-out 
ideas that gave capitalism the creativity 
that it sometimes seems to lack today. For 
corporations, a prime challenge of the 
1980s will be to find means of restoring 
the verve of the entrepreneurs, while pre- 
serving the best of modern management 
techniques. | 

One way would be to appoint young- | 
er chief executives. They would be more 
likely to look at long horizons and take 
the creative chances that would pay big 
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dividends on some distant tomorrow. The 
median age of corporate chiefs is now 59, 
and so they are often driven to achieve 
short-term results. There is too much 
pressure for risk-free, sure and often mod- 
est success. Unless managers know—and 
the public understands—that they must 
be free to fail in some ventures or wait 
for the longer-term payoff, they will nev- 
er take the daring step, 

‘Government can stimulate the growth 
of entrepreneurial companies by reducing 
taxes on high-risk investments. When 
Congress in 1978 cut the maximum long- 
term capital gains tax from 49% to 28%, 
there was a burst of new investment in 
small, venturesome companies. Initial 
stock issues by such firms almost tripled, 
raising $592 million for them in 1979. If 
more new companies develop, they will 
give the big, old corporations a compet- 
itive run for their profits and act as a re- 
newing force in capitalism. 


ertainly the company's main ob- 
Jectives must remain production 
ind profit, but the capitalist firm 

also has important social func- 
tions. The corporation will increasingly 
have to face the sometimes conflicting de~ 
mands of the balance sheet and society. 
The new corporate constituency extends 
beyond the shareholders to embrace the 
company’s employees, customers and the 
community at large. Demands for “social 
accountability” are increasing among leg- 
islators and consumerists and, very im- 
portant, among younger corporate man- 
agers. Their questions are tough, and the 
answers are not clear-cut. 

Should companies add more “public” 
directors, as demanded by powerful lead- 
ers, from Ralph Nader to Chairman Har- 
old Williams of the Securities and Ex- 
change Commission? Yes, if these outside 
directors add a new dimension of think- 
ing, expertness and dedication to the cor- 
poration; but no, if they are merely to- 
kens or single-issue obstructionists who 
would block rather than promote corpo- 
rate initiatives and company welfare. 

‘Should corporations firmly pursue af- 
firmative action? Yes, if they make spe- 
cial efforts to consider qualified members 
of minority groups as well as women for 
almost every job and promotion; but no, 
if they set rigid quotas that compromise 
| efficiency, dilute the meritocracy and 
| grossly discriminate against whites 

and men. 

Should firms accept reduced profits in 
order to spend much more to control pol- 
lution and improve safety? Yes, if the in- 
vestment produces demonstrable results 
at a reasonable cost; but no, if the costs 
far exceed any possible benefits or place 
an oppressive burden on the company. 

‘Some of these dilemmas require some~ 
thing close to squaring the circle, Com- 
promises will be necessary and progress 
will be imperfect. The lesson of the past, 
activist decade is that, if capitalist mai 
| agers do not take social actions voluntar- 


“Socialism might work if it 
were possible to invent a new 
man, but until then 
capitalism has the advantage 
in inventiveness. The only 
thing that can kill capitalism 
is for it to slip into 
bureaucratic stagnation. As 
long as we have the former 
peasant who has become a 
19th century-type 
entrepreneur, the boorish 
type who doesn’t care 
whether he is loved or not, 
capitalism will survive. When 
we lose that kind of man, we 
are in trouble.” 
Franco Ferrarotti, 
Italian sociologist 


“In the rich, industrialized 
countries of the Western 
world, mixed economies will 
remain—but with 
diminishing power for 
capitalism. As is shown by its 
present crisis, capitalism will 
have diminishing influence.” 
‘Olof Palme, former 
‘Swedish Prime Minister 


ily, unforgiving legislators and regulators 
will force them to do so, and the con- 
sequences will be harsh. 

One of the modern corporation's most 
important new challenges will be in deal- 
ing with its own employees. Karl Marx's 
case for Communism was based in large 
part on the “alienation” of industrial 
workers, who felt estranged from society 
because of the dehumanizing nature of 
19th century industrial life. The over- 
whelming size of many modern factories 
and offices now makes that alienation 
more acute. But attempts are being made 
to create a stronger sense of participation 


by workers in both their jobs and their 
firms. 

These attempts range from experi- 
ments to reduce assembiy-line monotony 
to employee stock-purshase or profit- 
sharing plans that give workers a larger 
stake in company earnings. The furthest 
reaching program is West German co-de- 
termination, which allots workers and 
management equal numbers of seats on 
the supervisory boards cf large firms. But 
both sides have become somewhat disen- 
chanted with the system. Management 
charges that union representatives have 
leaked board secrets, like plans to lay off 
employees. Workers claim that they are 
usually outvoted on the board by the em- 
ployers, who have a tie-breaking extra 
vote in case of deadlock 

US. union chiefs have generally op- 
posed board seats for employees, fearing 
that they might begin to think like man- 
agers and soften their wage demands 
United Auto Workers President Douglas 
Fraser is expected to be elected a Chrys- 
Jer director next month as part of an ex- 
change for a somewhat lower raise for 
Chrysler workers than that given by GM 
and Ford, This isan exceptional and high- 
ly controversial case, Net many American 
unions are willing to trade off wages for 
a place on the board ofa relatively pros- 
perous company. 

‘A well-functioning capitalist system 
nonetheless demands some social com- 
pact in which employers, unions and gov- 
ernment recognize their common obliga- 
tion to achieve price stability. A wages- 
chasing-prices-chasing-wages inflation 
does nothing for either a company or its 
workers. Some capitalist countries in 
northern Europe have commendable pro- 
grams in which major unions, manage- 
ment and government leaders periodical- 
ly and informally try to set wage-price 
goals. This kind of tripartite cooperation 
has been given credit for West Germa- 
ny’s relative success in fighting inflation. 
I: to the U.S. The method has worked 

in countries where a few large, nation- 
al unions dominate labor. This makes a 
discussion among business, union and 
government easier to conduct and firmly 
commits all sides to any agreements. In 
the US., unionized laborers make up only 
about a quarter of all workers and are di- 
vided into many independent unions, 

Nonetheless, American management 
and labor could imitate the cooperative, 
rather than adversary, approach that is 
common in northern Europe. Neither side 
would lose its independence or compro- 
mise its interests through joint discussions 
of ways to reduce inflation, raise produc- 
Livity or stimulate investment and job cre- 
ation. The hangover of ill will on both 
sides, which dates to the robber baron era 
of the turn of the century and the bitterly 
divisive 1930s, is blatantly archaic. What 
[is needed more than anything else is a 


t is doubtful that such concerted ac- 
tion in its present form could be adapt- 
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new mind-set. Both workers and bosses 
are penalized by capitalism's serious dif- 
ficulties, end both will have to contribute 
to the search for solutions. 


Faces of Free Enterprise 


Capitalist countries have reacted in 
various ways to the interlocking challeng- 
es of inflation and energy, sluggish growth 
and scarce resources. In a surprising num- 
ber of cases, there has been a movement 
back toward market-oriented economic 
policies and growing disillusionment with 
welfare states that cost too much and de- 
liver too little. Says Emile van Lennep, 
head of the Organization for Economic 


19605 go to our heads. In responding to 
the rising economic and social aspirations 
of our people, we allowed our economies 
to become overloaded, overregulated and 
insufficiently profitable 

@ most ambitious experiment in 
freedom is British Prime Minister Mar- 
garet Thatcher's attempt to unwind a so- 
cialist mess by culting income taxes and 
reducing subsidies to inefficient, govern- 
ment-controlled industries. Thatcher's 
bold program is being severely tested by 
labor unrest and continued high inflation. 
French President Valéry Giscard d’Es- 
taing two years ago also started to turn 
the rudder of economic policy. His gov- 
ernment decontrolled many basic prices, 


Even in Scandinavia, where govern- 
ment control has been pervasive and pop- 
| ular, citizens in recent elections have 
called for less of it. After 44 years in of- 
fice, Sweden’s Socialists were voted out 
in 1976, and last year they were again de- 
feated. Denmark, Norway, Finland and 
Iceland have all moved to the center in 
their latest elections 
Perhaps the world’s most successful 
capitalist society is West Germany 
Though the government is nominally cen- 
ter-left and holds minority interests in the 
steel, oil and auto industries, it interferes 
little in the thriving private sector. Chan- 
cellor Helmut Schmidt will run for re- 
| election this fall with a record that would 


Coope: n and Development: “It is 
quite clear now that in the industrialized 
democracies we let the success of the 


regulated since 
days of 1791 


Capitalism in Japan 


ecause no nation has come half so far so fast, Japan is en- 

vied by capitalists elsewhere and looked upon as an ex- 
ample to emulate. Thirty years ago, its war-shattered econ- 
omy was little more than one-third the size of Britain's. 
Today the Japanese G.N,P. exceeds the combined total of 
Britain and France, and the gap is certain to widen in the 
years ahead 

The Japanese variant of capitalism cannot be readily or 
precisely copied, except perhaps by a few Asian countries, be- 
cause it is rooted in a homogeneous, hierarchical society with 
@ not so distant feudal past. Changes are slowly taking place, 
but disciplined workers still display an almost mystical loy- 
alty to their companies, and paternalistic employers recip- 
rocate by guaranteeing job security. Leaders of business, bank- 
ing anc government are members of a unitary elite, and they 
have a snug relationship. 

But Japan’s system of capitalism does provide a lesson for 
the U.S. in one crucial respect. The nation’s power elite, which 
shapes and guides the course of the economy as a whole, prac- 
tices a democratic ideal that individualistic Americans claim 
as their own but often seem to ignore: the spirit of compro- 
mise ard consensus. This has enabled the group-oriented Jap- 
‘anese (9 apportion wealth and nurture growth in one of the 
world’s most cramped and populous countries. 

Though Japan’s domestic markets are highly competitive, 
Japanese businessmen and government officials do not see one 
another as adversaries but as collaborators on behalf of the 
economy. They worked together, for example, in meeting the 
automobile pollution problem early in the 1970s. Reports TIME 
Tokyo Bureau Chief Edwin Reingold, who previously was sta- 
tioned in Detroit: “Unlike the U.S. Congress and successive 
Administrations, the Japanese did not pick nice-sounding 
numbers out of the smog and set standards that nobody knew 
how to meet. Instead, they handled the emissions problem sci- 
entifically, taking cost-benefit ratios into account in order to 
leave the companies with enough capital to develop new prod- 
ucts. The emissions standards and timetable were set in co- 
operation with the auto industry. When a postponement was 
required, the government granted it without public debate. As 
@ result, the Japanese auto industry is fully two years ahead of 
Detroit in auto emissions control.” 

Japan must import 99.7% of its oil, as well as almost all 
the coal, iron ore and other raw materials needed to keep its 
production lines humming, To soften the blow of rising com- 
modities prices, the triumvirate of banking, business and gov- 


including those of bread, which had been 
the 


be any other politician’s dream: last year 
the economy grew 4.4%, inflation was 
4.4%, and productivity increased 3.5° 


let-them-eat-cake 


ik 


Free enterprise by consensus: Japan's Prime Minister Masayoshi Ohira 


ernment has pursued a subtly effective policy of slowing the 
growth of resource-intensive industries such as steel and petro- 
chemicals, and channeling more of the nation’s capital into 
“knowledge-intensive” industries such as microelectronics and 
computers. That is one reason why, throughout most of the en- 
ergy-dazed 1970s, Japan has held inflation relatively low and 
employment high, a record that is the envy of more bounti- 
fully endowed nations. 

When the government decides to “encourage” an indus- 
try, as it did with steel in the 1950s, autos in the 1960s and iele- 
vision and computers in the 1970s, 2 mighty machine goes 
into action. The state-owned Japan Development Bank makes 
low-interest loans to manufacturers and suppliers in the field. 
Private bankers know that the government expects them, too, 
to give easy credits. Companies working on a new technology 
can get a 50% government subsidy, provided they turn over 
the basic patents to the Ministry of International Trade and In- 
dustry. MIT! then offers the technology, for a small royalty, to 
any Japanese manufacturer. 

Rather than yielding to the pleas of special interest groups 
to prop up badly managed and uncompetitive firms, the gov- 
ernment usually tries to purge the economy of them as quick- 
ly and smoothly as possible, When Japan’s shipbuilding in- 
dustry, which accounts for fully 50% of the world’s capacity, 
ran aground in the 1974 recession, the government began urg- 
ing the yards to diversify into other lines of business such as in- 
dustrial machinery, antipollution equipment and desalination 
plants, and encouraged banks to make available the neces- 
sary financing. Orders for ships have picked up again, and the 
slimmed-down industry is benefiting. 

Procedures for getting the public to support broad shifts 


TIME, APRIL 21, 1980 


Bonn’s enviable record results from pol- 

| icies that foster—in addition to cooper- 
ative labor-management relations—tight 
money, a strong currency and a high sav- 
ings rate. 


Capitalism is flowering expansively in | 


Asia. In addition to Japan's fabled suc- 
cess, South Korea, Taiwan, Singapore and 
Hong Kong have prospered by using the 
classical capitalist tools: private initiative 
and the profit incentive. Over the past four 
years the Hong Kong economy has grown 
by an amazing 12.75% annually, while un- 
employment has been a modest 2% de- 
spite huge influxes of refugees from neigh- 
boring China. During that period, per 
capita real income increased 25%. 
Capitalism is even showing its first 
blush in post-Mao China. As part of the 
Four Modernizations programs, Commu- 
nist leaders are rehabilitating former cap- 
| italist “running dogs.” Nearly 5,000 older 


entrepreneurs have been asked back to 
become factory managers or advisers. 
Their confiscated capital has been re- 
turned, with interest, and China now has 
some 100 millionaires in U.S. dollar terms. 
Hu Qiaomu, the director of the Academy 
of Social Sciences, admitted in a policy 
statement in the People’s Daily that Chi- 
na has had to adopt such capitalist prin- 
ciples as “the pricing system, the rule of 
value, and the advantage of material 
incentives.” 


Third World that capitalism today is 

weakest. Most new countries lack an 

entrepreneurial class, and they usually 
adopt some form of statism. Often, ex- 
isting elites in tribes or clans prefer a cen- 
tralized system that reinforces their own 
authority. 

Yet those developing countries that 


[ is in the developing nations of the 


have pursued the strongest centralized | 
economic planning have fared the worst; 
those that have adopted some degree of 
private initiative have achieved the most 
impressive coonomic gains. Take the | 
cases of neighboring African countries 
that have similar peoples, natural resoure- 
€$ and other conditions: free-enterprising 
Kenya has surged, whereas Tanzania's 
command economy has slumped; the Ivo- 
ry Coast is capitalist and prosperous, 
while neighboring Guinea is socialist and 
impoverished. 

Capitalism will face serious challeng- 
es in the Third World during the 1980s. 
The colonial era is only just over, distrust 
of the old rulers and their economic sys- 
tems runs high in developing countries. 
OPEC's price increases are just the first 
grab by these countries for a larger share 
of the wealth of the industrial nations. 
Third World demagogues will doubtless 


(third from left) and business leaders discussing the national budget 


in policy are built right into the political system. Though re- 


agencies 
have policy study groups that range from a handful to 200 or 
more businessmen, scientists, lawyers, journalists, farmers and 
hark Usually, the outside advisers approve departmental ac- 
tions, but sometimes policy initiatives are scrapped. Example: 
to help close a fiscal 1980 budget deficit, the Finance Ministry 
ast autumn recommended a corporate tax increase. It was 
shelved when businessmen on the ministry's Tax System De- 
liberation Council convincingly argued that the move would 
stifle growth. 


rom the lowliest bureaucrat to executives in the board- 

room, tens of thousands of Japanese eventually get involved, 
directly or indirectly, in the formulation of policy, either 
through the study groups or perhaps the nation’s ubiquitous, 
highly effective industrial associations. Their job is to lobby 
the interests of member corporations before the government, 
a task eased by a bit of Japanese back-scratching known as 
amak: , descent from heaven. It refers to the 
practice whereby retiring top bureaucrats are quickly hired as 
top executives of the companies they once regulated. Yusuke 
Kashiwagi, a former Finance Ministry official, is now pres- 
ident of the Bank of Tokyo; Eimei Yamashita, a former trade 
official, is a managing director of Mitsui & Co; there are 
many more, 

Consensus building sometimes takes years, but when 
gent action is needed the government resorts to “adminis- 
trative guidance.” "That isa sort of fondly pershasirn by whieh 
the government officially “recommends” certain action, leav- 


ing the follow-through to industry itself. In 1978, for example, 
the Carter Administration strongly pressured Japan to cut its 
U-S-bound color-television shipments. To prevent companies 
from engaging in a disruptive price war by rushing for shares 
of the smaller U.S. market, the Japanese government ordered 
the industry to reduce color-TV shipments to the U.S, by 50%. 
‘The administrative guidance was enforced by the industry's 
trade association, which parceled out the resulting market 
‘shares to member firms on an equitable basis. 

‘A firm seldom ignores administrative guidance because 
other companies would consider that firm a pariah, and the 
government can easily tie up an ’s business in red 
tape. The whole system is made smoother because Japanese 
business and government chiefs understand one another: the 
flick of an eyebrow, the yes that is not really a yes, the small 
nuance of conversation that can never be written down. 
‘Comprehension comes because these leaders usually have the 
‘same roots of culture and class. Often, they have gone to the 
‘same elite schools and universities. Says Norishige Hasegawa, | 
chairman of Sumitomo Chemical Co., as he points to his school 
necktie: “The old-school-tie system is not unique to Japan, 
but we do not have as many different schools as Western 
countries do.” 

Japan's approach to capitalism is by no means free of prob- 
lems. Even wealthy Japan has limited capital resources. To 
stimulate investment in export industries, the nation has held 
taxes low and scrimped on domestic spending. Housing and 
such basic necessities as roads and urban sewer systems re- 
main inadequate. Demands for improved public services are 
bound to intensify, and that could lead to higher taxes, slower 

industrial growth, and the danger of growing disputes over 
how the country is to spend its riches. 

At least part of Japan's robust glow comes not so much 
from genuine growth as from enormous and potentially in- 
flationary deficit eee which last year totaled 40% of the 
government's budget. The deficits were designed to lift do- 
‘mestic a for Japanese products as the slowing world 

tionist sentiments abroad be- 
anpay into exports. In 1980 real growth is expected to 
slide from a current annual rate of 6.3% to 4.8%, and 
inflation to rise from 4.5% to at least 6.4%. 

‘These trends are troublesome but not critical. It is antici- 
pated that unemployment this year will climb only fraction- 
ally, to not much more than 2% of the labor force. Though 

‘Westerners might well find the consensus system stifling, opin- 
ion polls show that most Japanese are satisfied with their lot. 
Altogether, Japan continues to do much better than most of 
the rest of the world, capitalist or not. 
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push a soak-the-rich program on an in- 
international scale. The staggering $350 
billion that the developing countries will 
owe international banks and institutions 
by the end of this year will create an- 
other source of potentially dangerous 
global tension. Warns Father Theodore 
Hesburgh, president of the University of 
Notre Dame: “The real threat to capi- 
talism is the maldistribution of wealth 
across the globe. We cannot hope for 
world peace when 20% of the people in 
the world have 80% of the goods. 

But the situation cannot be solved 
simply by aid or “reparations” to the poor 
True, free enterprise governments must 
be ready to help through development aid 
and also by opening their markets to more 
Third World exports of both traditional 
raw materials and new manufactured 
goods. As former West German Chan- 
cellor Willy Brandt concluded in a study 
done for the World Bank this year, rich 
and poor nations will mutually benefit 
from a progressing world economy; stag- 
nations and protectionism will ultimately 
harm both. Yet underdeveloped countries 
must also help themselves by hard work 
realistic economic policies and guarantees 
for outside investment. 


he multinational corporation 

which Father Hesburgh calls “the 

colossus of capitalism,” should be 

a leading force in the stimulation 
and redistribution of the world’s wealth. 
Says Hesburgh: “The multinationals are 
among the greatest resources for trans- 
ferring technology and education. Most 
do it well; some are exploitive. But rather 
than pillorying them, we ought to be us- 
ing them. 

At their best, multinationals are the 
ultimate exporters of capitalism. By cre- 
ating jobs, training technicians, grooming 
managers, awarding contracts to myriad 
local suppliers, and selling shares to local 
investors, they create a capitalist middle 
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class, That is not their primary intent, of 
course, but they usually do good while do- 
ing well. In the 1980s, GM Chairman 
Murphy sees even larger profit potential 
in the yearning new markets of the Third 
World than in the advanced nations, 
where growth will be slower 

The multinationals, of course, will 
also be obliged to prove that they are not 
just carpetbaggers who despoil the envi- 
ronment, exploit labor and then close up 
shop once they have reaped their profits 
Host governments are increasingly fear- 
ful that multinationals can quickly shift 
plants, jobs and capital from one country 
to another to extract the maximum prof- 
it and the most favorable taxes. To ease 
these anxieties, many multinational offi 
cers are willing to accept a convincing in- 
ternational code of conduct, pledging 
them to reinvest much profit and gener- 
ally to be good corporate citizens in de 
veloping nations. 


THE STATE’S PIECE OF THE PIE 


AFateful Rivalry 


In both developing and industrialized 
countries, Communism and capitalism for 
decades have fought intense battles that 
have often resembled the 17th century 
wars of religion. Free-market advocates 
correctly point out that the command 
economy has performed dismally. In a 
system where the millennium is always 
at the end of the next five-year plan, the 
concrete results in Communist societie: 
have regularly been insufficient agric 
tural output, inadequate and substandard 
consumer products and few personal frei 
doms. Rather than creating the promised 
classless society, Communism has always 
established its own “new class,” which en- 
joys special privileges and benefits. 

Capitalism’s critics likewise have 
railed against the inequities, uncertainties 
and the social flux it creates, As Karl 
Marx saw it, “All that is solid melts into 
air, all that is holy is profaned.” Foes 
charge that the capitalist system perpet- 
uuates grave inequalities of wealth and ex 
tavagantly rewards success, Communists 
proclaim that capitalism demands peri- 
odic depressions as the way to keep work 
ers poor and subservient. Psychoanalyst 
Erich Fromm wrote that 19th century 
pitalism’s drive for profit made people 
overly competitive, warped and ageres 
sive. Finally, Economist John Kenneth 
Galbraith argues that free enterprise val. 
ues wasteful private consumption more 
than needed public services 

Such charges are extreme and often 
unfounded. For the most part, the inequal 
ity of wealth under the free enterprise sys- 
tem is the unavoidable price that must 
be paid for genius, hard work or plain 
luck. The equality of results demanded 
by many leftist reformers would stultify 
society; complete equality can only be en- 
forced by dictatorship. Income-leveling 
experiments in Britain and Scandinavia 
have proved that an economy without re 
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ward for success produces social entropy. 
There is little incentive for anyone to do 
more than the minimum necessary to 
maintain his own standard of living. Ar- 
gued Winston Churchill: “The inherent 
vice of capitalism is the unequal sharing 
of blessings: the inherent virtue of social- 
ism is the equal sharing of miseries. 

Certainly, the large divergence of in- 
come within capitalist societies can be a 
cause of serious social tensions. In the so- 
ciety described by Plato in The Laws, no 
person would be permitted to be more 
than four times richer than the poorest, 
In the USS. the upper 20% of the popu- 
lation earn 46% of the income, a figure 
that has changed very little in the past 
generation. In France that same group 
earns 44% and in Britain 40%. But those 
‘who complain that the chairman of Gen- 
eral Motors earns nearly $1 million a year 
never crilicize the Who for pocketing that 
much or Marlon Brando for collecting 
that sum for just one motion picture. Any 
attempt by government to set limits and 
establish “just incomes” or “equitable in- 
| centives” would quickly break down or 
be arbitrarily and rigidly enforced. The 
progressive income tax and social welfare 
programs have become capitalism's meth- 
ods of providing some income leveling. 

Rather than pushing workers deeper 
into poverty, as Marx predicted, capital- 
ism has lifled the vast majority of labor- 
ers into the middle class. In addition, 
modern unions have given employees a 
counterforce to management's power. An 
economic downturn now hits harder at 
corporate profits than at wages, which are 
usually fixed by contract. 

Contemporary economic policies 
have attenuated, though not eliminated, 
the peaks and troughs of the business cy- 
cle. Recessions are not only unavoidable 
but often beneficial—despite the pain they 
cause some individuals—to sociely as a 
whole. They can purge the system of ex- 
cesses, failed products and mismanaged 
companies. Since World War II such 
slumps have been less severe; social 
programs like unemployment insurance 
mean that they are not as painful as in 
the days of unbridled capitalism. 

While Communist theory assumes 


| “Capitalism is being 
questioned as it was in the 
*30s, but there is less 
possibility of a change of 
systems. Then the West had 
alternatives to capitalism 
—socialism, social 
democracy, fascism. Now in 
the West there are no such 
alternatives. And a system 
will not die unless it is pushed 
aside by something else.” 


that people are instinctively good and co- 
‘operative, but in practice docs not trust 
them to be free, capitalism has never had 
any such illusions. Adam Smith main- 
tained that among the most powerful fore- 
€s in society was “the desire of bettering 
our condition.” Capitalism seeks to use 
this desire to benefit the whole society. 
Collectivist systems have failed to 
achieve their professed ideals. Pure Com- 
munist societies, from 19th century uto- 
pian communities like New Harmony, in 
Indiana, to the hippie communes of the 
late 1960s, have struggled with the real- 
ity of individual self-interest, Sixty years 
of Soviet efforts to make workers more 
productive and innovative through slo- 
gans, medals, bonuses and threats have 
not overcome the basic problems of the 
U.SS.R’s inefficient agriculture and er- 
ratic industry. Bertolt Brecht, the Marx- 
ist German dramatist, said sardonically 
after the 1953 workers’ riots in East Ber- 
lin that in view of the system's problems 


with its subjects, it might be easier to “dis- | } 


solve the people and elect another.” 
he type of material goods pro- 

duced by capitalism, or by any 

economic system, returns lo what 

Lenin called the question of “who- 
whom.” Who is to direct and dominate 
whom? Where is society's Solomon? Who 
is to decide that this year a nation should 
produce heart valves rather than vaca- 
tion houses? The market system provides 
the most democratic answers. Rather 
than a government planner’s dictating 
what a society should produce. consumers 
themselves decide what they buy. They 
vote in the marketplace, This is not in- 
validated by the fact that the votes—and 
the market—can sometimes be manipu- 
lated. Capitalist bosses, for all their power, 
have far less real sway over people than 
Communist planners 

For all capitalism’s proven success in 
producing material prosperity, the ulti- 
mate justification for the system does not 
rest on its output of cars or cosmetics. Cap- 
italism’s fundamental rationale is that it 
permits and promotes freedom by en- 
hancing the rights of the individual and 
limiting the power of the state. While 
some capitalist countries are not democ- 
racies, no Communist or totally socialist 
economy has remained a democracy for 
long. And every democracy practices 
some version of capitalism. The reason is 
clear: political freedom is impossible with- 
out economic freedom, As the British poet 
and essayist Hilaire Belloc noted, “The 
control of the production of wealth is the 
control of human life itself.” 

During the past yeara group of Amer- 
ican, Canadian and British theologians 
conducted a long-distance debate on the 
moral justification of capitalism. The ma- 
jority concluded it offers greater moral 
freedom than any other economic system. 
Said Anglican Edward Norman: “Cap- 


“Capitalism presents much 
greater possibilities [than % 
Communism] for the 
development of personal | 
initiative. These democratic | 
values cannot be entirely 
separated from the capitalist 
economy. Under the socialist 
system, the owner of every 
enterprise, the boss at every 
institution is the state. And if 
a person of a democratic turn 
of mind protests against this 
system, then he cannot work. 
The state is boss everywhere. 
If he doesn’t please the boss, 


he won't be accepted.” 
Roy A. Medvedey, historian 
Marxist and Soviet dissident 


the case of freedom.” The fact remains 
that throughout the world, millions pre- | 
fer security to freedom, or think they do, 
never having known real freedom. Indeed 
double-think Communism teaches them 
| to redefine security as freedom. 

Inflation and the other problems of 
the new age of expensive and scarce en- 
ergy will place tremendous pressure on 
Western societies and their economies. 
‘The transformations in cities and com- 
panies, in living place and work place, 
will be on a scale not seen since the In- 
dustrial Revolution. No amount of rhet- 
oric, false promises, or chases after de- 
mons of whatever stripe will help to 
confront this transformation. Increases in 
living standards will be moderate, and 
growth will be slower. 

While tackling the herculean tasks. 
capitalism must demonstrate anew the 
daring and flexibility that were once its 
hallmarks. Plainly, capitalism is not 
working well enough. But there is no ev- 
idence to show that the fault is in the sys- 
tem—or that there is a better alternative. 
‘Though neither comfortable nor easy. free 
enterprise contains the protean potential 
that will be needed in the coming diffi- 
cult years. For all its obvious blemishes 
and needed reforms, capitalism alone 


italism is full of minor evils, existing be- | holds out the most creative and dynamic | 
Piero Bassetti, Italian Christian} | neath the umbrella of its overall good ef- | force that any civilization has ever dis- 
Democrat and political economist || fect of preserving individual freedom. | covered: the power of the free, ambitious 
sd | Capitalism has a good case to argue. It is | individual — George M. Taber 
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